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NEARLY  four  years  after  the  German  surrender, 
the  problems  of  Germany  remain  probably  the  most 
difficult  of  Europe’s  manifold  difficulties.  Yet  de¬ 
cisions  concerning  Germany  are  bound  to  have  a 
far-reaching  effect  on  the  rest  of  the  world.  What 
should  be  Germany’s  position  in  Europe.^  Will 
Germany  inevitably  become  a  pawn  in  an  East- 
West  conflict?  Would  a  strong  Germany  make 
use  of  its  central  geographic  position  to  sway  the 
continent’s  balance  of  power  in  its  own  interests, 
and  is  it  likely,  in  the  event  of  war,  to  throw  its 
strength  on  the  side  of  the  U.S.S.R.  instead  of  the 
West?  Is  it  possible  for  Germany  to  become  self- 
supporting  without  becoming  the  dominant  indus¬ 
trial  country  of  Europe?  Is  an  economically  strong 
Germany  essential  to  Western  European  recovery, 
or  would  it  upset  European  markets? 

The  Allies  have  faced  a  fundamental  dilemma 
in  trying  to  answer  these  and  other  economic  ques¬ 
tions.  On  the  one  hand  is  the  need  for  security 
against  the  possibility  of  renewed  German  aggres¬ 
sion.  On  the  other  is  the  danger  that  too  many 
restrictions  on  the  more  than  65  million  Germans 
will  cause  their  smoldering  resentment  to  burst 
into  a  flame  of  revenge.  Moreover,  Western  Ger¬ 
many,  in  particular  the  Ruhr  industrial  area,  is 
crucially  important  in  plans  for  European  recovery 
and  development;  and  yet  the  Ruhr’s  recovery,  if 
unchecked,  could  in  time  produce  renewed  threats 
of  German  aggression.  As  emphasis  has  shifted 
from  one  of  these  factors  to  another,  and  as  diffi¬ 
culties  between  Western  countries  and  the  U.S.S.R. 
have  reached  a  stage  of  prolonged  crisis,  attitudes 
toward  Germany  have  undergone  various  changes. 

THE  PROBLEM  OF  RECOVERY 

Although  all  the  World  War  II  Allies  agree  that 
there  must  be  security  from  and  recovery  for 
Germany,  they  disagree  as  to  the  method  of  at¬ 
taining  these  two  objectives  and  the  degree  of 
recovery  that  is  desirable.  All  the  former  Allies 
agree  officially  that  German  recovery  is  essential 


for  European  recovery.  The  U.S.S.R.  has  even  de¬ 
nounced  the  West  for  preventing  German  eco¬ 
nomic  revival.  At  the  Moscow  meeting  of  the 
Council  of  Foreign  Ministers  in  the  spring  of 
1947,  Mr.  Molotov  stated  that  production  in  the 
Soviet  zone  of  Germany  was  exceeding  that  of  the 
Western  zones.  In  spite  of  theoretical  agreement, 
there  has  been  much  difference  in  public  opinion 
and  in  practice  concerning  German  rehabilitation. 
Divergences  have  emerged  not  only  in  the  more 
publicized  controversies  between  the  United  States 
and  the  U.S.S.R.  but  even  among  the  Western 
powers.  Conflicting  policies  have  also  appeared 
within  one  country  at  different  times  or  because 
of  differing  political  attitudes  at  the  same  time. 

The  basic  divergence  in  Allied  philosophy  today 
arises  over  the  question  of  whether  another  Ger¬ 
man  aggression  is  the  most  likely  future  source  of 
trouble  for  the  world.  The  United  States,  to  a 
slightly  lesser  extent  Britain,  and  in  much  lesser 
measure  France,  hold  that  the  U.S.S.R.  is  the  real 
menace,  with  Germany  a  threat  only  if  it  is  drawn 
into  the  Soviet  orbit.  The  Soviet  government’s  fears 
of  the  United  States  have  also  affected  its  policies 
toward  Germany. 

American  and  British  opinion  have  swung  full 
circle  since  the  early  postwar  days  when  the  “Mor- 
genthau  Plan”*  for  transformation  of  the  German 
industrial  economy  into  a  “goat  pasture”  deter¬ 
mined  public  policy.  The  basis  of  United  States 
policy  is  now  found  in  the  belief,  which  has  ex¬ 
isted  in  many  circles  from  the  outset,^  that  with¬ 
out  German  industrial  rehabilitation  no  European 

1.  The  Morgenthau  memorandum  stated  “within  a  short  peri¬ 
od,  if  possible  not  longer  than  6  months  after  the  cessation  of 
hostilities,  all  industrial  plants  and  et]uipment  not  destroyed  by 
military  action  shall  be  completely  dismantled  and  transported 
to  Allied  Nations  as  restitution.  All  equipment  shall  be  re¬ 
moved  from  the  mines  and  the  mines  closed."  See  Henry  Mor¬ 
genthau,  Jr.,  Germany  Is  Our  Problem  (New  York,  Harper, 
1945),  passim. 

2.  For  early  divergences  of  opinion,  see  H.  L.  Stimson  and 
McGeorge  Bundy,  On  Actite  Service  in  Peace  and  War  (New 
York,  Harper,  1947),  p.  565fF:  and  J.  F.  Byrnes,  Speaking 
Frankly  (New  York,  Harper,  1947),  p.  iSaff. 
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or  world  reconstruction  is  possible.  Under  the  in¬ 
fluence  of  hope  that  a  rehabilitated  Western  Ger¬ 
many  would  be  a  bulwark  against  the  U.S.S.R.,  and 
of  fear  that  American  and  British  taxpayers  may 
not  be  willing  to  continue  to  spend  about  a  billion 
dollars  a  year  to  keep  Germany  going,  the  United 
States,  seconded  by  Britain,  now  favors  strong 
West  German  recovery.  Since  the  die  was  cast  in 
the  summer  of  1947  to  make  the  bizonal  area 
eventually  self-sup[x>rting,  German  economic  ex¬ 
pansion  has  subsequently  been  furthered  by  the 
decision  to  include  Germany  in  ERP,^  by  the  cur¬ 
rency  reform  of  June  1948,  by  the  decisions  of  the 
bizonal  Military  Governors  of  November  ii  of 
that  year  to  hand  over  the  management  of  the 
German  coal  and  steel  industries  to  German  trus¬ 
tees  pending  final  decision  as  to  ownership,  and 
by  the  United  States  move,  at  EGA  instigation, 
to  bring  reparations  and  dismantling  of  German 
plants  to  early  termination.  Public  opinion  and 
practice  in  the  U.S.S.R.  and  France,  both  gravely 
devastated  by  two  wars,  have  been  more  consistent¬ 
ly  averse  to  strong  German  industrial  rehabilita¬ 
tion,  although  even  in  those  two  countries  the 
course  has  not  been  entirely  unwavering.  The 
.  Two-Year  plan  for  German  industry  ran  afoul  of 
j  the  Soviet  practice  of  wholesale  dismantling  in  its 
i  zone,  and  French  diplomatic  objections  to  the 
Ruhr  trusteeship  plan  reached  a  climax,  paradox- 
I  ically  enough,  at  the  very  time  when  France  con- 
]  eluded  a  trade  agreement  with  Western  Germany 
i  which  provides  for  the  largest  exchange  of  exports 
j  and  imports  yet  negotiated  with  Germany  by  any 
j  country, 
i 

1  REASONS  FOR  ALLIED  FEARS 

Perhaps  only  those  who  have  suffered  invasion 
j  and  devastation  by  an  overpowering  enemy  can 
J  understand  French  and  Russian  fears,  which  have 
been  further  fanned  by  the  memory  of  the  pre- 
]  dominant  economic  position  of  prewar  Germany, 
j  At  that  time  the  Reich  was  the  most  important 
'  industrial  country  in  Europe,  and  practically  all 
I  other  continental  countries  depended  on  German 

J  trade.  Although  Germany  lacked  many  essential 

J  natural  resources,  such  as  iron  and  other  metal 
j  ores,  petroleum  and  textile  fibers,  nevertheless 
Germany  ranked  first  in  the  production  of  brown 
1  coal,  second  in  the  production  of  steel  and  electric 
j  power,  and  third  in  hard  coal  output."*  Germany 

13.  Public  Law  No.  472,  80th  Congress,  Title  I,  European  Co¬ 
operation  Act  ot  1948.  This  act  will  henceforth  be  referred  to 
i  as  EGA.  The  European  Recovery  Administration  under  it  is  also 
I  called  ECA,  and  the  organization  of  European  co-operating 
countries,  OEEC. 

I  4-  T,  C,  Blaisdell,  “Industrial  Germany — Key  to  Productivity 


was  able  to  export  great  quantities  of  industrial 
products,  chiefly  machinery,  for  it  was  the  largest 
machinery  manufacturer  of  Europe.^  Chemicals, 
textiles,  iron  and  steel,  metal  products,  electrical 
equipment  and  coal  were  also  exported  on  a  large 
scale. 

The  Ruhr  area  in  Western  Germany  was  the 
prewar  industrial  center  of  Europe.  More  than 
three-quarters  of  Germany’s  hard  coal  comes  from 
the  Ruhr,  where  concentration  of  coal  mines,  coke 
ovens,  blast  furnaces,  steel  works,  by-product  and 
power  plants  led  to  prewar  integration  of  heavy 
industry,  particularly  steel  production.  Although 
some  40  per  cent  of  the  Ruhr  coal  output  was  used 
by  its  own  industries,  and  the  remainder  was  about 
equally  divided  between  exports  and  other  German 
markets,  the  hard  coal  production  of  the  Ruhr 
contributed  22  per  cent  of  all  coal,  aside  from 
brown,  produced  in  all  Europe  except  Russia.^ 
Over  half  the  coke  exports  and  nearly  a  third  of 
the  coal  went  to  Western  European  countries  bor¬ 
dering  on  Germany.  Although  in  1937  more  than 
two-thirds  of  German  iron  and  steel  were  pro¬ 
duced  in  the  Ruhr,  it  was  heavily  dependent  on 
importation  of  ore  and  scrap  from  foreign  nations 
because  of  the  low  grade  of  German  iron  ore. 
Prewar  Germany  was  only  able  to  produce  from 
70  to  85  per  cent  of  its  food,  and  Western  Ger¬ 
many  could  produce  only  55  to  60  per  cent.^  Heavy 
exportation  of  industrial  goods  helped  pay  for  the 
necessary  food  imports. 

Before  World  War  II,  Western  Germany  con¬ 
tained  about  67  per  cent  of  the  total  number  of 
Germans.  The  postwar  influx  of  refugees  and  ex¬ 
pellees  from  the  East  has  caused  the  population 
to  rise  so  that  Western  Germany  alone  now  con¬ 
tains  about  69  per  cent  of  the  German  people. 
Furthermore,  loss  of  territories  east  of  the  Oder- 
Neisse,  which  produced  about  20  to  25  per  cent  of 
prewar  German  food  supplies,  decline  of  agricul¬ 
tural  production  in  Western  Germany  today  (be¬ 
cause  of  insufficient  equipment,  fertilizer,  seed 
stocks  and  incentive  to  sell  before  currency  reform), 
and  lack  of  supplies  from  the  Soviet  zone  mean 
that  the  Western  zones  must  be  heavily  subsidized 
with  food  and  raw  material  imports  in  order  to 
live,  or  must  develop  more  exports  than  before 

in  Western  Europe,”  Military  Government  Journal,  March  1948. 
See  also  C.  P.  Doblin.  “The  Ruhr,”  American  Perspective, 
November  1948,  p.  301  ff. 

5.  “Who  Supplies  the  Machines?”  The  Economist  (London), 
December  ii,  1948. 

6.  Blaisdell,  op.  cit. 

7.  Hoyt  Price  and  C.  E.  Shorske,  The  Problem  of  Germany 
(New  York,  Council  on  Foreign  Relations,  I947)>  P-  u- 
total  percentage  rose  from  70  in  1929  to  83  in  1937- 
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the  war.  The  Soviet  zone,  is  now  a  deficit  food 
area.®  In  1947  its  agricultural  production  was  esti¬ 
mated  at  70  per  cent  of  prewar,  while  population 
(not  including  the  large  occupying  army  which 
feeds  on  the  land)  has  increased  about  15  per  cent, 
because  of  the  flood  there  too  of  refugees  and  ex¬ 
pellees  from  the  East.  The  breakup  of  large  estates 
has  reduced  agricultural  production  for  the  pres¬ 
ent,  at  least,  partly  because  of  shortage  of  agricul¬ 
tural  equipment  aggravated  by  division  into  small 
production  units.  Increase  in  the  number  of  self¬ 
suppliers  has  reduced  food  deliveries  to  the  cities. 

Germany’s  industrial  reco\'ery 

Europe’s  conflicting  needs  of  recovery  and  pre¬ 
vention  of  renewed  German  aggression  or  further 
Soviet  expansion  have  nowhere  come  into  conflict 
more  sharply  than  in  discussions  of  German  re¬ 
habilitation  from  war  devastation.  The  question 
“Is  Germany  recovering?’’  has  been  more  frequent¬ 
ly  phrased  as  “Should  Germany  recover?’’  Ever 
since  the  die  has  been  cast  for  German  recovery  by 
Britain,  the  United  States  and  a  grudging  France, 
the  question  recurs:  “Is  German  recovery  reach¬ 
ing  to  the  point  where  it  threatens  to  become  dan¬ 
gerous?’’ 

According  to  the  bizonal  Level  of  Industry 
Agreement  of  August  1947  concluded  by  the 
United  States  and  Britain,’  sufficient  industrial 
capacity  was  to  be  retained  in  the  bizonal  area  to 
approximate  its  level  of  industry  in  1936.  Steel 
production  was  to  be  allowed  to  rise  to  10.7  million 
ingot  tons  per  year,  and  sufficient  industrial  capacity 
to  produce  that  tonnage  was  to  be  retained.”  Al¬ 
though  ball-bearing,  synthetic  ammonia,  rubber, 
gasoline  and  oil  production  were  prohibited,  suffi¬ 
cient  capacity  in  metal,  machinery  and  chemical 
industries  was  to  be  kept  to  allow  levels  at  5  or  10 
per  cent  under  1936. 

currency  reform  in  western  GERMANY 

The  most  important  contribution  to  recovery  was 
made  by  the  currency  reform  of  the  Western  zones. 
Four-power  discussions  on  the  need  for  a  change 
to  withdraw  excess  money  from  circulation,  to 

8.  I  hid.,  p.  16. 

q.  Revised  Plan  for  the  Level  of  Industry  in  United  States- 
United  Kingdom  Zones  of  Cermany  (Rerlin),  August  20.  1047. 
Reprinted  in  (Justav  Stolper.  German  Realities  (New  York,  Har- 
court,  Brace,  1948),  .Appendix  (J.  Sec  Department  of  State 
Bulletin,  Septe.'nbcr  7,  1947.  p.  468. 

10.  Under  the  quadrapartitc  agreement,  sufficient  industrial 
capacity  was  to  be  kept  to  prtKluce  about  70-75  per  cent  of  the 
1936  production  or  55  per  cent  of  1938.  Steel  production  was 
to  be  not  over  5.5  million  ingot  tons  without  specific  approval 
of  ACX3,  and  a  productive  capacity  of  not  over  7  million  tons 
was  to  be  retained  (Item  5,  a  and  b).  The  steel  plants  to  be 
left  in  Germany  were  to  be  the  older  ones. 


eliminate  the  black  market  and  to  create  an  incen¬ 
tive  to  production,  had  been  going  on  fruitlessly 
for  two  years.  The  Soviet  Military  Administration 
wanted  a  reform  that  would  not  affect  its  holdings 
of  the  old  currency  (Reichsmarks),  nor  its  power 
to  issue  new  currency  freely,  in  both  Berlin  and 
Leipzig.  As  the  oversupply  of  currency  meant  that 
there  was  no  incentive  to  work,  and  production 
was  almost  at  a  standstill,  the  Western  powers  in¬ 
stituted  their  own  reforms  on  June  i8,‘‘  although 
these  did  not  apply  in  the  Western  sectors  of  Ber¬ 
lin,  which  was  then  still  considered  under  four- 
power  control.  The  reform  established  the 
Deutsche  or  D-mark,  and  invalidated  the  Reichs- 
marff^  as  the  basic  currency  unit  in  the  Western 
zones.*^ 

The  new  currency  brought  out  of  hiding  a  large 
and  well-assorted  supply  of  consumer  goods,  so 
that  the  formerly  empty  shelves  of  the  stores  be¬ 
came  well-stocked  by  comparison  and  city  food 
supplies  increased  substantially.  The  psychological 
effects  of  the  reform  were  equally  far-reaching. 
Cheer  and  optimism  replaced  despair,  customers 
once  more  acquired  an  influence  and,  most  impor¬ 
tant  of  all,  Germans  became  willing  to  work  again. 

Currency  reform,  however,  brought  immediate 
hardships  to  church,  welfare  and  other  voluntary 
and  charitable  groups,  and  in  particular  to  people 
with  small  savings  or  annuities,  and  to  the  vast 
number  of  expellees  and  refugees  from  the  East 
who  had  lost  everything  with  the  expulsion  and 
once  again  lost  their  savings  accumulated  since  ar¬ 
rival  in  their  new  homes.'- ^  In  an  attempt  to  lessen 

11.  The  reform  was  officially  promulgated  by  the  Military  Gov¬ 
ernors  on  June  18,  1948.  The  First  Law  for  the  Reform  of  the 
German  Currency  became  cfTective  in  all  three  zones  June  ao 
(Military  Law  61  in  the  U.S.  zone),  the  same  tl.iy  that  the 
Second  Law  for  the  Reform  of  the  (ierman  Currency  (Military 
Government  Law  62)  was  promulgated,  appointing  the  Bank. 
Deutscher  Lander  as  the  exclusive  agency  for  the  issuance  of 
D-marks  to  a  maximum  of  10  billion.  The  Third  Law  for  the 
Reform  of  the  German  Currency  (Military  Government  Law 
63),  promulgated  June  26,  fixed  the  rates  and  conditions  for 
the  exchange  of  all  remaining  old  money  for  the  new  currency 
and  prescribed  the  status  of  old  debts,  contracts,  wage  scales, 
and  so  forth. 

12.  Everyone  was  allowed  to  change  a  per  capita  quota  of 
60  RM  at  a  I  to  I  ratio.  Of  this  sum  40  DNt  were  to  be  paid 
out  at  once  and  the  balance  within  fio  days.  For  further  details, 
see  Civil  Affairs  Division,  Department  of  the  Army,  Tripartite 
Reform  in  Western  -Germany,  Background  Summary  Release, 
September  30,  1948;  “Impact  of  Currency  Reform,"  Information 
Bulletin  (U.S.  Military  Government  in  Germany),  No.  145.  Oc¬ 
tober  5,  1948;  “Currency  Reform  Plan  in  Germany,”  Department 
of  State  Bulletin,  June  27,  1948  ami  August  i,  1948;  Franz 
Blucher,  “Financial  Situation  and  Currency  Reform  in  Ger¬ 
many,”  Annals  (Philadelphia,  American  Academy  of  Political 
and  Social  Science),  November  1948:  Xeiv  York  Times,  Janu- 
ary  4,  1949. 

13.  Sec  Wilhelm  Polligkeit,  “German  Social  Welfare  .\ftcr 
Currency  Reform,”  Annals,  cited,  November  1948. 
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such  hardships,  the  reform  law  directed  German 
legislative  bodies  to  enact  an  Equalization  of  Bur¬ 
dens  Tax  by  December  31,  i948.*‘‘ 

\  By  the  latter  part  of  July,  after  bitter  political 
debate  in  the  Bizonal  Economic  Council,  Dr.  Lud¬ 
wig  Erhard,  the  German  Director  of  the  Council 
and  a  staunch  defender  of  free  enterprise,  carried 
through  his  program  for  the  abandonment  of  most 
price  and  rationing  controls.  Eggs,  vegetables,  fruit, 
and  most  consumer  goods  were  placed  on  free 
sale.  Prices  began  to  rise  immediately,  particularly 
for  goods  in  great  demand  such  as  textiles,  shoes, 
household  articles,  and  the  ever  scarce  fruit.  As 
early  as  the  end  of  July  demonstrations  had  taken 
place  against  the  rise.  The  exact  scale  of  the  con¬ 
tinued  measure  is  still  a  matter  of  dispute,  although 
it  is  very  notable  for  shoes,  clothing,  and  food.  It 
is  reported  that  by  October  food  prices  had  gone 
up  about  6  per  cent  in  the  Ruhr  cities  and  cloih- 
!  ing  had  risen  25  per  cent.*’  The  situation  was  seri- 
:  ous  enough  by  the  middle  of  November  to  produce 

a  24-hour  general  strike,  designed,  among  other 
things,*^  to  focus  attention  on  the  need  for  price 

{controls  and  for  drastic  punishment  of  black  mar¬ 
ket  operations.  The  Bipartite  Control  Board,  more¬ 
over,  instructed  the  highest  German  economic  au¬ 
thorities  to  continue  rationing  and  price  controls 

Ion  basic  food  and  commodities  to  prevent  sup¬ 
plies  furnished  by  the  occupying  powers  from  fall¬ 
ing  into  the  hands  of  black  marketeers.  General 
Sir  Brian  Robertson,  went  so  far  as  to  warn  the 
!  Germans  that  all  of  German  recovery  was  endan- 
i  gered.*’ 

I  14.  The  first  of  a  series  of  equalization  measures  was  passed 

i  by  the  Bizonal  Economic  Council  on  December  i,  1948  and  is 

I  still  under  consideration  by  the  Military  Governors.  It  provides 
for  a  2  per  cent  levy  on  cash  holdings  over  3,000  DM  up  to 

115,000  above  which  3  per  cent  must  be  paid.  Mercantile  stocks 
will  be  taxed  4  jK-r  cent  up  to  the  margin  required  for  fluid 

management  of  any  one  enterprise.  Above  that,  the  levy  will 

be  15  per  cent.  Penalties  are  provided  for  secreting  gtxxls  above 
normal  business  requirements.  Report  oj  the  Military  Governor, 
November  1948,  p.  79;  New  Vorh.  Times,  December  3,  1948, 

i  January  16,  1949. 

15.  //’/(f.,  October  u,  1948. 

I  16.  The  most  important  points  were  the  desire  of  German 
I  trade  unions  of  the  West  to  force  the  occupying  authorities  to 
3  drop  their  refusal  to  allow  union  participation  in  policy  mak- 
3  ing  and  management,  and  to  ask  for  state  control  of  food  pro- 
!  Auction  and  consumer  goods,  socialization  of  basic  industrial 
\  and  banking  concerns. 

1  17.  New  Yor/(  Times,  November  30  and  December  2,  1948. 

]  “German  Recovery,”  The  Economist,  December  it,  1948,  pp. 
868-69,  stated:  “It  is  diflicult  to  understand  why  the  General 
should  have  been  permitted  to  make  such  a  serious  psycho¬ 
logical  blunder  by  his  advisers.  A  currency  without  backing 
clearly  rests  on  public  confidence.  The  whole  economic  situa¬ 
tion  in  western  Germany  stands  today  at  a  crucial  jioint  between 
conflicting  inflationary  and  deflationary  influences.  To  inject  a 
.  strong  note  of  pessimism  into  |X)litical  and  industrial  circles  at 
I  this  moment  can  threaten  the  whole  of  (ierman  recovery." 


There  are  a  number  of  causes  for  rising  prices, 
chief  of  which  is  an  excess  of  money  or  spending 
in  relation  to  the  supply  of  goods  available  at  un¬ 
changed  prices.  A  new  fear  of  inflation  has  arisen, 
purchasing  power  is  once  more  going  into  hoarded 
goods,  the  black  market  is  emerging  again,  and 
taxes  are  being  evaded.  German  emphasis  on  the 
problems  of  inflation  concerns  largely  a  reduction 
of  occupation  costs,*®  and  state  governments  have 
failed  to  enforce  economies  in  their  budgets,  in¬ 
stead  adding  over  a  billion  marks  to  the  6  billion 
already  in  circulation  from  deficit  spending.  By 
the  end  of  1948,  there  were  indications  that  most 
of  the  state  budgets  were  coming  into  balance,  but 
Military  Government  officials  still  feel  the  touch- 
and-go  battle  with  inflation  remains  to  be  won.*’ 

SIGNS  OF  RECOVERY  IN  THE  WEST 

Stimulated  by  production  allowed  under  the 
raised  level  of  industry,  currency  reform,  and  im¬ 
proved  conditions  of  food  and  morale.  Western 
Germany  is  on  its  way  to  recovery.  By  November 
1948  industrial  production  had  climbed  to  75  per 
cent  of  the  1936  level,  and  by  the  following  month 
to  75  per  cent.^° 

In  June  1947  the  bizonal  area  exported  at  the 
rate  of  a  little  over  $200  million  per  year,  of  which 
about  70  per  cent  represented  proceeds  from  the 
sale  of  coal;  today,  exports  are  moving  at  the  rate 
of  about  $800  million  a  year.  In  1947  imports  of 
food  and  other  essentials  paid  for  by  the  United 
States  and  British  sources  amounted  to  $800  mil¬ 
lion  and  in  1948,  with  a  standard  of  living  rising 
above  the  starvation  level,  imports  climbed  to  near¬ 
ly  $i  billion.  In  the  latter  year  German  exports 
were  sufficient  to  pay  for  about  half  the  total  value 
of  the  increased  volume  of  imports,  whereas  the 
previous  year  they  had  paid  for  only  a  quarter  of 
the  total  volume  of  imports.^* 

The  beginnings  of  recovery  in  the  Ruhr  have 
once  more  emphasized  its  industrial  potential.  By 
November  1948  daily  average  production  of  hard 
coal  had  risen  to  over  318,000  metric  tons  for  the 

18.  Ibid.  Estimates  of  total  occupation  costs  at  present  vary 
between  3.5  and  y  billion  DM. 

19.  New  Yorl(  Times,  January  4,  1949,  loc.  cit. 

20.  The  November  output  of  machinery  and  optical  goods  was 
72  per  cent  of  1936;  chemicals,  75  per  cent;  leather  and  leather 
goods,  65  per  cent;  sawmill  and  woodworking,  71  per  cent; 
glass  and  ceramics,  103  per  cent;  rubber,  96  per  cent.  Report 
of  the  Military  Governor,  op.  cit.,  November  1948,  p.  59.  See 
idem  for  October,  pp.  45,  50-52;  New  York^  Times,  Novem¬ 
ber  7,  1948,  January  20,  1949. 

21.  Annual  Report  of  the  Director  General,  Joint  Export- 
Import  Agency  (JEFA),  January  10,  1949;  New  Yorl(  Times. 
February  6,  1949.  Gontrr)!  of  cxjiorts  has  been  handed  over  en¬ 
tirely  to  the  Germans. 
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first  time  since  the  war,^^  and  production  of  coke 
and  other  types  of  coal‘d  had  also  markedly  in¬ 
creased.  The  same  month  it  was  disclosed  that 
efforts  to  increase  coke  supplies  had  succeeded  be¬ 
yond  expectations,  so  that  in  the  first  quarter  of 
1949  offers  from  the  bizonal  area  to  sell  coke  have 
exceeded  the  requests  of  France,  Luxembourg  and 
Belgium.’"*  Production  of  ferrous  metals  also  rose 
markedly  as  in  November  for  the  second  consecu¬ 
tive  month,  output  of  iron  and  steel  reached  51  per 
cent  of  the  1936  level,  even  exceeding  targets  set’' 
and — what  is  more  important  for  the  European 
jx)litical  situation — surpassed  French  production.^^ 

Figures  taken  alone,  however,  show  too  opti¬ 
mistic  a  situation.  Despite  the  steadily  mounting 
production  and  exports  of  the  last  six  months,  the 
economy  of  Western  Germany  is  still  unbalanced. 
Even  when  it  is  possible  to  import  enough  raw 
materials  to  allow  Western  German  industry  to 
develop  to  its  full  1936  level,  the  standard  of  liv¬ 
ing  of  the  Western  zones  will  be  only  75  per  cent 
of  that  of  1938.  Even  now,  the  recent  increases  in 
industrial  output  have  brought  about  new  short¬ 
ages  while  remedying  some  of  the  serious  shortages 
of  the  last  few  years. 

Although  consumer  goods  are  now  being  pro¬ 
duced  at  a  higher  level  than  before  the  currency 
reform  and  new  or  repaired  housing  is  increasing, 
they  are  still  insufficient  to  meet  present  require¬ 
ments,  to  say  nothing  of  the  backlog  of  demand 
accumulated  during  the  war  and  postwar  years. 
For  instance,  in  the  Ruhr  about  456,000  persons 
lost  their  homes  by  bombing,  and  the  homes  of 
another  800,000  were  badly  damaged.  Nearly  300,- 
000  are  living  in  air-raid  shelters  or  very  inade¬ 
quate  housing.  Repairs  of  houses  are  progressing 
at  the  rate  of  about  2,400  a  month.  Industrial  plant 
and  transportation  equipment  urgently  need  long 
overdue  repairs  and  replacements,  which  require 
large-scale  capital  investment.  Since  the  start  of 
increased  production,  an  electric  power  shortage 
has  developed  as  a  result  of  heavier  demands  of 

22.  Report  of  the  Military  Coirrtior,  op.  at.,  November  1948, 
p.  60. 

23.  See  “The  Changing  Trailc  in  Coal,”  The  Economist,  Oc¬ 
tober  23,  1948. 

24.  New  Yor/^  Times,  November  24,  1948. 

25.  Report  of  the  Military  Governor,  October  1948,  p.  49; 
ibid.,  November  1948,  pp.  59,  62-63.  Ingot  steel  production 
had  risen  to  610,300  metric  tons  in  October  but  in  November 
dropped  to  599.300,  though  recording  an  increase  in  daily 
output.  Pig  iron  output  had  risen  to  509,600  tons  in  October 
but  in  November  also  dropped  in  total  and  not  in  daily  rate, 
while  hot-rolled  products  also  gained  in  total  production  to 
over  402,000  tons.  The  drop  was  due  to  a  leveling  off  in  the 
production  trend  and  to  a  shorter  working  month  in  Novem¬ 
ber  than  in  October. 

26.  The  Economist,  December  ii,  1948. 


industry,  particularly  steel,  and  of  strain  on  run¬ 
down  generating  and  transmission  equipment. 
This  shortage  has  in  turn  affected  all  industries, 
especially  chemicals  and  machinery.^^  There  is  a 
serious  lack  of  skilled  labor,  particularly  in  heavy 
industry,  chiefly  because  of  the  markedly  greater 
number  of  women  than  men  of  working  age.  The 
population  factor  alone,  aside  from  any  others, 
would  mean  that  to  reach  a  standard  of  living 
even  three-fourths  as  high  as  that  of  prewar  days, 
Western  Germany  must  produce  and  export  more 
industrial  goods  than  before  1939  and  increase  im¬ 
ports  of  ffX)d  and  raw  materials. 

While  Western  German  agriculture  in  1948  had 
a  prosperous  year  and  Bavaria  witnessed  the  great¬ 
est  potato  crop  in  its  history,  the  food  problem  in 
Western  Germany  is  not  yet  solved.  In  spite  of 
the  1948  bumper  crop,  food  collections  were  smaller 
than  the  preceding  year  in  part  because  of  the 
rising  prices  of  consumer  goods  and  the  unwilling¬ 
ness  of  the  farmers  to  part  with  their  crops.  The 
situation  was  serious  enough  the  end  of  Novem¬ 
ber  for  the  Military  Governors  to  meet  with  the 
Ministers  President  to  indicate  to  them  the  {X)ssi- 
bility  of  a  food  shortage  and  difficulties  which 
might  arise  in  securing  imports  of  food  for  West 
Germany  under  the  circumstances.  Moreover, 
the  rise  in  prices  has  been  so  marked  that  the 
workers  are  not  able  to  buy  even  the  available 
food,  while  their  housing  is  still  woefully  bad.^* 

Important  portions  of  certain  industries,  notably 
textiles  and  textile  machinery,  had  been  located  in 
Eastern  Germany  before  the  war,  and  industries 
not  dismantled  are  now  cut  off  from  Western 
trade.  Manufacturers  in  the  bizonal  area  are  be¬ 
ginning  on  an  increasing  scale  to  manufacture 
products  formerly  produced  exclusively  in  the 
East  or  are  expanding  their  facilities  to  make 
up  for  lack  of  deliveries  from  the  East, 
as  in  the  case  of  electric  light  bulbs,  previously 
manufactured  almost  entirely  in  Berlin.’^  The 
West  has  also  benefited  by  the  migration  of 
technical  and  managerial  talent  from  the  East 
which  had  begun  long  before  the  traffic  embargo. 
However,  German  industrial  recovery  in  general 
inevitably  suffers  from  the  reduction  of  East-West 
trade  and  will  continue  to  suffer  as  long  as  normal 
relations  are  not  resumed.'® 

27.  Report  of  the  Military  Governor,  op.  cit.,  October  1948, 
pp.  44,  45. 

28.  Ibid.,  November  1948,  p.  52;  New  Yorl^  Times,  January  4< 
1949,  loc.  cit.,  and  January  24  and  26,  1949. 

29.  Report  of  the  Military  Governor,  op.  cit.,  October  1948, 
p.  45. 

30.  For  a  discussion  of  the  Soviet  zone,  sec  A.  J.  Fischer,  "The 
Russian  Zone  in  Germany,”  Contemporary  Review,  September 
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REC0\'ERY  in  soviet  zone 

'  Available  information  indicates  that  between  30 
I  and  40  per  cent  of  the  physical  industrial  capital  in 
the  Soviet  zone  and  Berlin  was  dismantled  and 
removed  as  reparations,  in  addition  to  extensive 
removals  from  Berlin  before  the  arrival  of  the 
Western  powers  at  the  end  of  the  war.  Nearly  40 
per  cent  of  prewar  German  machine-building 
capacity  was  located  in  Berlin  and  the  Soviet  zone. 
It  is  estimated  that  about  four-fifths  of  this  capacity 
was  destroyed  as  a  result  of  war  operations  or  re¬ 
moved  by  the  Russians.**  In  addition,  perhaps  one- 
third  to  one-half  of  the  railroad  track  has  been  re¬ 
moved  to  the  U.S.S.R.,  together  with  locomotives, 
repair  shops,  and  so  on.  It  is  reported  that  currently 
more  than  two-thirds  of  the  net  output  of  industry 
and  mining  in  the  zone  is  being  taken  for  the 
benefit  of  the  U.S.S.R.  For  instance,  the  budget  of 
the  Land  of  Thuringia,  published  by  a  Soviet 
Democratic  paper  in  Berlin,  indicates  that  occupa¬ 
tion  costs  and  reparations  from  current  production 
^  amount  to  60  per  cent  of  Thuringia’s  production. 

Among  the  few  economic  matters  decided  in 
I  the  Allied  Control  Council  were  the  temporary 
]  stabilization  of  prices  and  wages  at  their  1944 
I  levels  and  the  fixing  of  prices  of  selected  basic 

■  commodities  by  quadrapartite  action.  The  Soviet 
j  administration,  however,  introduced  an  arrange¬ 
ment  by  which  official  prices  were  paid  for  basic 

I  delivery  quotas  of  agricultural  products  and  high- 
I  er  prices  for  deliveries  in  excess  of  these;  it  also 
j  increased  wages  in  various  industries  and  intro- 
I  duced  various  forms  of  incentive  wages  without 
]  regard  to  the  effects  on  the  general  wage  level, 
j  These  Soviet  administrative  policies  were  ex- 
I  panded  after  the  currency  reform  of  July  1948.  In 
1  addition  to  “free  markets”  for  foodstuffs  where 
]  farmers  may  sell  their  excess  products  at  double 
I  or  triple  the  official  price  to  privileged  trade  union 

i  1948;  Gordon  Schaffer,  The  Soviet  Zone  of  Germany  (New 
=  York,  Soviet  Russia  Today,  1948),  passim,  for  point  of  view  cx- 
I  iremely  sympathetic  to  the  U.S.S.R.;  H.  O.  Lewis,  New  Consti- 
i  tutions  in  Occupied  Germany  (Washington,  Foundation  for 
i  Foreign  Affairs,  1948),  Chs.  II,  III,  p.  54>  IV,  pp.  56-59,  V, 
j  P-  7iff. 

i  31.  Neue  Ziircher  Zeitung,  quoted,  “Who  Supplies  the  Ma- 
j  chines?”  The  Economist,  op.  cit.,  p.  982.  The  only  known 
4  quantitative  statement  by  a  Soviet  source  relating  to  reparations 

■  receipts  from  Germany  appeared  toward  the  end  of  1947  in  a 

Ibook  by  N.  Voznesenski,  the  chairman  of  the  Soviet  State 
Planning  Commission,  which  states  that  the  value  of  industrial 
(  equipment  relocated  as  reparations  from  Germany  in  the 

j  U.S.S.R.  amounts  to  .6  per  cent  of  the  value  of  the  direct 

I  property  losses  suffered  by  the  U.S.S.R.  during  the  war.  As  the 
j  latter  have  officially  been  set  at  Si 28  billion,  the  value  of  the 
j  removals  can  be  computed  at  S768  million.  N.  Vosnesenski, 
I  Voennaya  Economya  SSSR  v.  Period  Otechestvennoi  Voiny 
.  (The  War  Economy  of  the  U.S.S.R.  During  the  Patriotic  War) 
(Moscow),  December  1947,  p.  163. 


members  or  others,  the  German  Economic  Com¬ 
mission  decided  to  establish  state-owned  “free 
shops”  to  sell  food,  clothing,  and  so  on,  at  prices  be¬ 
low  black  market  rates  but  above  legal  prices. 
Other  changes  have  been  introduced,  such  as  the 
development  of  incentive  wage  schemes  providing 
basic  rates  for  standard  performance  and  higher 
rates  for  performance  above  standard.  With  the 
aid  of  its  dual  price  system  and  of  efficiency  wage 
rates,  the  Soviet  authorities  are  trying  to  give 
German  workers  and  industries  real  incentives  for 
production.  Available  information  indicates  that 
Soviet  reparations  and  dismantling  practice,  high 
demands  of  the  occupation  on  the  economy,  and 
lack  of  foreign  credits  have  made  economic  im¬ 
provement  difficult  if  not  impossible  in  the  Soviet 
zone. 

In  the  fall  of  1948  the  German  Economic  Com¬ 
mission  of  the  Soviet  zone,  under  a  Two-Year  eco¬ 
nomic  plan,  decided  to  raise  over-all  industrial 
production  by  35  per  cent  by  1950  and  to  increase 
food  production  by  30  per  cent  to  bring  the  average 
basic  ration  up  to  2,000  calories  per  day,  although 
information  indicates  that  in  September,  after  a 
good  harvest,  the  average  number  of  calories  in  the 
zone  was  1400,  as  compared  with  1,800  in  the 
Western  zones.  While  there  are  no  reliable  figures 
on  industrial  production  in  the  Soviet  zone,  all 
available  reports  indicate  that  industrial  produc¬ 
tion  is  declining  being  just  over  60  per  cent  of  the 
figures  planned,  and  that  iron  and  steel  output  in 
particular  is  far  below  its  quota. 

FRENCH  ZONE  RECOV’ERY 

While  industrial  production  in  the  French  zone 
represents  only  half 'the  value  of  its  agriculture, 
the  zone  even  in  peacetime  had  a  deficit  in  most 
agricultural  products.  The  most  important  indus¬ 
tries  are  the  coal  mines,  although  the  mines  of  the 
Saar  are  now  to  all  intents  and  purposes  incor¬ 
porated  into  France;  leather  and  shoe  industries; 
chemical  industries,  with  the  great  chemical  plants 
at  Ludwigshafen  and  Rheinfelden;  precision,  sur¬ 
gical  and  musical  instruments. 

The  French  zone  showed  a  favorable  trade  bal¬ 
ance  at  first  but  has  become  a  deficit  area  as  it  has 
had  to  pay  reparations  and  simultaneously  try  to 
balance  imports  and  exports  by  such  means  as  the 
exploitation  of  forest  reserves,  export  of  capital 
goods,  notably  machine  tools  and  rails,  and  of  food 
and  wine.  Until  October  i,  1948,  French  troops 
and  occupation  forces  in  general  lived  off  the 
land.*^  This  use  of  the  zone’s  resources  is  reported 

32.  French  requisitioning  of  food  was  ordered  to  cease  as  of 
that  date.  Nouvelles  de  France,  September  29,  1948. 
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to  be  “exploitation  second  in  thoroughness  only 
to  that  of  the  Russians  in  the  eastern  zone.”^^  Un¬ 
der  these  circumstances,  French  demands  for  inter¬ 
nationalization  of  the  Ruhr,  and  even  the  actual 
assimilation  of  the  Saar  by  France,  are  apt  to  be 
discussed  less  often  by  the  Germans  in  the  French 
zone  than  their  economic  problems  and  the  restric¬ 
tive  governmental  measures  of  the  French  occupa¬ 
tion  authorities,  which  until  recently  even  pro¬ 
hibited  travel  into  or  out  of  the  zone. 

By  the  end  of  the  London  conference  of  1948 
recommendations  had  been  agreed  upon  concern¬ 
ing  the  joint  conduct  and  control  of  the  external 
trade  of  the  three  Western  zones,  but  complete 
economic  merger  was  left  to  await  “further  pro¬ 
gress”  toward  the  establishment  of  the  necessary 
German  institutions  common  to  the  entire  area.”^'* 
External  controls  have  now  been  merged  in  the 
Joint  Export-Import  Agency  (JEIA). 

GERMANY  AND  THE  ERP 

As  early  as  1947,  European  countries  desiring  to 
participate  in  the  recovery  program  themselves 
emphasized  the  importance  of  Germany  in  any 
plan  for  European  reconstruction.^’  The  European 
Recovery  Act  stressed  the  necessity  of  a  German 
contribution  to  European  rehabilitation  by  includ¬ 
ing  any  occupied  zone  as  a  participating  country,*^ 
although  actually  Western  Germany  is  now  in¬ 
cluded  in  addition  to  the  sbeteen  other  participating 
countries.  As  American  policy  has  come  to  assign 
ever  increasing  importance  to  Germany  in  the  de¬ 
velopment  of  plans  respecting  Europe,^^  contro¬ 
versy  has  arisen  over  the  actual  part  Germany  is  to 
play.  American  leaders  base  their  actions  on  the 
realization  that  Western  Germany  could  supply  to 
Europe  many  of  the  products  now  furnished  and 
paid  for  by  the  United  States,  and  so  cease  to  be  a 
heavy  financial  burden  on  this  country.  European 
leaders,  chiefly  in  France  and  other  coimtries  bor¬ 
dering  Germany,  think  first  of  security  and  not 
of  the  drain  on  American  and  British  taxpayers. 
As  the  European  countries  become  more  national- 

33.  Lewis,  op.  cit.,  p.  9. 

34.  For  text  of  communique  on  the  London  Agreement,  see 
Chronology  of  International  Events  and  Documents  (New  York, 
Royal  Institute  of  International  Affairs),  Vol.  IV,  No.  12,  June 
1948,  pp.  4*17.  in  (b). 

35.  “It  is  indispensable  to  take  account  of  Germany  since  the 
economy  has  been,  in  the  past,  and  by  the  nature  of  things 
will  remain,  closely  tied  up  with  the  economic  systems  of  other 
European  countries.”  Committee  of  European  Economic  Co¬ 
operation  (CEEC),  General  Report,  Vol.  1,  September  22,  1947, 
p.  98.  See  also  C.  B.  Hoover,  “Germany  and  European  Eco¬ 
nomic  Recovery,”  Yale  Review,  March  1948. 

36.  Title  I,  Sec.  103  (a),  (2). 

37.  Foreign  Policy  Bulletin,  December  17,  1948. 


istic  and  more  anxious  to  acquire  dollar  aid  by  i 
exports  and  restriction  of  imports,  the  gulf  between  i 
the  two  points  of  view  has  grown  wider. 

Other  countries  on  the  continent  feel  that  Ger¬ 
many  has  an  unfair  advantage,  since  it  is  receiving 
funds  both  from  United  States  and  British  occupy¬ 
ing  forces,  as  well  as  from  EGA,  and  is  represent^ 
in  negotiations  by  representatives  of  the  occupying 
powers.  For  the  fiscal  year  ending  June  30,  1949, 
the  heavily  populated  and  industrialized  bizonal 
area  is  receiving  $414  million  EGA  aid,’®  $822  mil¬ 
lion  under  the  United  States  Army  appropriation 
for  the  prevention  of  disease  and  unrest  in  occu¬ 
pied  areas  (this  includes  food),’’  and  $70  million 
in  British  funds,  plus  $100  million  EGA  aid  for 
the  small,  less  thickly  populated  French  zone.  Al¬ 
though  EGA  aid  requested  for  1949-50  is  less  than 
in  1948-49  because  of  plans  for  larger  exports  and 
greater  self-sufficiency,  the  bizonal  area  will  still 
need  $373.5  million  EGA  funds,  plus  the  same 
amount  of  $100  million  as  in  1948-49  for  the  French 
zone,  and  an  unestimated  amount  of  Army  funds. 

The  United  States  and  Britain  are  unanimous  ' 
in  their  conviction  that  these  huge  outlays  cannot  j 
be  continued  indefinitely,  and  all  Western  Euro-  I 
pean  opinion  is  united  on  the  necessity  for  a  Gcr-  | 
man  contribution  to  the  continent’s  recovery.  Al-  ; 
though  the  figures  are  subject  to  revision,  it  is  now  ] 
estimated'*’  that  in  the  first  post-ERP  year  of  ; 
1952-53,  Western  Germany  will  need  to  have  an  | 
industrial  output  increased  10  per  cent  or  more  I 
above  the  1936  level  in  order  to  meet  essential  Gcr-  j 
man  needs  and  to  maximize  exports.'**  At  the  same  | 
time  the  consumption  level  in  the  French  zone  is  j 
expected  to  reach  a  per  capita  point  of  about  80 
per  cent  of  1936,  although  industrial  production,  j 
which  at  pre.sent  is  about  65  per  cent  of  1936,  j 
should  reach  103  per  cent  by  1952.'*^  As  the  popula-  j 
tion  has  not  increased,  the  drop  is  accounted  for 
partly  because  of  investments  to  replace  equipment  ; 

38.  Report  0}  the  Military  Governor,  September  1948,  p.  37-  I 
As  the  bizonal  area  has  agreed  to  export  Si 0.2  million  more  3 
goods  to  the  other  participating  countries  than  its  imports,  the  • 
net  allocation  is  $403.8  million.  See  also.  New  Yorl(  Times,  | 
January  4,  1949. 

39.  Sec  S.  E.  Harris,  The  European  Recovery  Program  (Cam-  j 

bridge.  Harvard  University,  1948),  p.  135.  Also  New  York  ' 
Times,  November  16  and  December  21,  1948.  | 

40.  The  European  Recovery  Program,  Joint  Report  of  the  U.S.  j 
and  U.S.  Military  Governors,  September  1948,  passim. 

41.  Report  of  the  Military  Governor,  op.  cit.,  September  1948,  ] 

P-  37-  . 

42.  Steel  production  is  planned  to  exceed  by  100,000  tons  the  ! 

present  output  of  350,00c  tons;  iron  and  metals  should  rise  to 
82.4  per  cent  of  1936;  wood,  109.2  per  cent;  paper,  106.1  per 
cent;  chemical  products,  142.7  per  cent;  foodstuffs,  104.2  per 
cent;  and  electric  power,  125.7  per  cent.  New  York.  Times,  ' 
December  27,  1948.  j 
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which  has  been  decimated  by  reparations.  Despite 
j  expansion  of  exports  pushed  to  their  maximum 

I  and  increased  activity  generally  and  the  lowering 
of  living  standards,  the  French  zone  will  continue 
j  a  debtor  in  1952. 

The  bizonal  area  will  have  to  export  to  pay  for 
imports.  Present  plans  call  for  a  quadrupling  of 
current  exports  estimated  at  about  15  per  cent  of 
total  industrial  output  of  the  bizonal  area,  to  be 
reached  by  1952-53,  a  figure  which  the  United 
States  Report  of  the  Military  Governor"*^  considers 
not  unreasonable  when  compared  with  exports  of 
countries  having  similar  economies.  By  that  time, 
the  level  of  exports  and  imports  necessary  for  a 
balance  of  trade  is  estimated  at  over  40  per  cent 
higher  than  before  the  war,  but  is  regarded  as 
made  necessary  by  the  loss  of  food  and  raw  ma¬ 
terial  resources  from  the  East,  together  with  the 
increased  population  of  the  bizonal  area. 

WESTERN  GERMAN  TRADE  AGREEMENTS 

Although  Western  Germany  faces  the  same  diffi¬ 
culty  as  other  co-operating  ERP  countries,  which 
require  large  exports  and  few  imports  and  do  not 
know  where  the  sale  of  their  products  can  take 
place,  it  has  made  a  beginning  in  resuming  for- 
’  eign  trade.  By  the  end  of  1948  trade  agreements 
j  had  been  negotiated  with  every  European  country 
i  except  the  U.S.S.R.,  Rumania,  and  Portugal,  and  a 
I  total  of  twenty  had  been  concluded  in  all.  The 
I  major  treaty  is  one  in  which  the  occupying  powers 
i  of  all  three  Western  powers  for  the  first  time 

I  united  their  economic  forces.  By  this  treaty,  con- 

I  eluded  on  November  19,  1948,  the  day  the  French 
1  protested  to  the  United  States  over  plans  for  Ruhr 
I  management,  France  agreed  to  import  from  Ger- 
=  many  $iii  million  worth  of  scrap  iron,  mining 
I  machinery,  coal,  coke,  hops,  wood  products,  tim- 
;|  her,  materials  for  refractive  brick,  and  electric  pow- 
^  er  and  to  export  to  Germany  $188  million  worth 
I  of  food,  iron  ore,  iron  and  steel,  electrical  goods, 
I  fertilizer,  chemicals,  machines,  and  various  raw 
!  materials.'*'*  France  apparently  desires  German  in- 
I  dustrial  rehabilitation  provided  it  is  shaped  in  ac- 
l  cordance  with  French  economic  interests,  and  ex- 
i  ports  are  developed  accordingly, 
j  Since  Western  Germany  will  have  to  continue 
I  to  obtain  many  essential  commodities  from  the 
I  Eastern  countries  not  participating  in  ERP,'*’  trade 
-I  agreements  are  being  made  with  the  East,  one  of 
them  a  $43  million  agreement  involving  imports 

43- 

44.  Ihid.,  November  20,  December  27,  1948,  loc.  cit. 

145.  Report  of  the  Mtlitary  Coi  ernor,  op.  tit.,  September  1948, 
P-  37. 


into  Western  Germany  of  $24  million  worth  of 
goods  from  Czechoslovakia  and  German  exports 
to  that  country  valued  at  $19  million.^^  According 
to  this  agreement  Czechoslovakia  will  supply  rail¬ 
way  trucks  from  the  famous  Skoda  works  and  re¬ 
pair  services  for  German  rolling  stock,  steam  en¬ 
gines  and  freight  cars,  as  well  as  coal,  chemicals, 
textiles,  and  other  goods,  in  return  primarily  for 
German  machinery,  chemical  and  railway  facilities. 

Under  trade  agreements  between  the  Eastern  and 
Western  zones  of  Germany,  the  Soviet  zone  made 
large  deliveries  of  agricultural  products  to  the 
.bizonal  area  during  the  first  half  of  1948.  Since 
Western  zone  deliveries  of  iron  and  steel  that  com¬ 
prised  the  most  important  single  item  on  the 
bizonal  commitment  were  not  scheduled  to  begin 
until  the  second  quarter  of  the  year,  they  were 
practically  cut  off  by  the  embargo  resulting  from 
the  blockade. 

THE  PROBLEM  OF  SECURITY 

The  dual  aim  of  promoting  international  secur¬ 
ity  and  economic  recovery  has  been  approached 
by  the  Western  powers  in  different  ways.  The 
French  belief  in  the  basic  necessity  of  reducing  the 
industrial  capacity  of  Germany  is  countered  by  the 
American  and  British  belief  that  sufficient  military 
security  can  be  promoted  by  such  means  as  the 
development  of  an  Allied  Military  Security  Board. 

The  first  step  toward  promotion  of  security  was 
taken  in  the  London  Six-Power  Agreement  of 
June  1948,  which  reiterated  the  view  of  the  three 
Western  powers  and  the  three  Benelux  countries 
that  no  general  withdrawal  of  the  forces  of  the 
occupying  powers  from  the  Western  zones  of  Ger¬ 
many  would  be  possible  “until  the  peace  of  Europe 
is  secured.”  Before  such  withdrawal,  the  govern¬ 
ments  concerned  are  to  agree  on  further  occupation 
of  special  areas,  necessary  measures  of  demilitariza¬ 
tion,  inspection  to  maintain  it,  and  disarmament 
and  control  of  industry."*^  Not  only  are  the  three 
governments  to  consult  if  any  one  of  them  thinks 
there  is  danger  of  resurgence  of  German  military 
piower  or  possibility  of  aggression,  but  the  three 
Military  Governors  are  required  to  set  up  a  Mil¬ 
itary  Security  Board  in  their  zones  to  make  inspec¬ 
tions  and  formulate  recommendations  for  aid  in 
their  decisions. 

THE  MILITARY  SECURITY  BOARD 

The  second  important  step  in  the  growth  of  joint 
security  action  against  possible  German  aggression 

46.  New  Yorl^  Times,  December  3,  1948.  For  discussion  of 
Fast-West  trade,  see  “FacinR  Facts  at  Geneva,”  The  Economist, 
February  19,  1949. 

47.  London  Agreement,  Chronology,  op.  cit.,  p.  394,  and 
Annex  V(C>;  V,  pp.  395-96. 
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is  the  establishment  of  the  Military  Security  Board 
in  December  1948.  The  United  States  believes  that 
this  step,  although  less  discussed  in  the  press  than 
French  insistence  on  internationalization  of  the 
Ruhr,  is  the  most  important  way  to  achieve  secur¬ 
ity,  particularly  if  viewed  in  conjunction  with 
American  participation  in  the  proposed  North  At¬ 
lantic  defense  pact.  The  appointment  of  the  three 
military  commissioners  on  the  Board  was  an¬ 
nounced  at  the  time  of  the  establishment  of  the 
Ruhr  Authority,  but  the  organization  was  not 
made  public  until  the  middle  of  January  1949.'*® 

The  responsibilities  of  the  Board  cover  the  whole 
field  of  disarmament  and  demilitarization,  “taking 
into  consideration  the  laws  and  directives  which 
have  been  agreed  on  already  on  a  quadrapartite 
basis.”  There  is  no  implication  in  the  directive  as  to 
whether  or  not  the  U.S.S.R.  might  be  invited  to 
join  the  organization  at  some  future  date."*^  The 
Board,  consisting  of  a  commission  formed  of  the 
three  Military  Governors  and  a  permanent  com¬ 
mittee  of  their  deputies,  a  secretariat,  and  military, 
industrial,  and  scientific  research  divisions  makes 
inspections  and  reports  on  German  industry  and 
advises  on  policies  concerning  the  prohibition  of 
potential  war  industries  and  scientific  research 
projects.  Each  division  is  to  organize  and  send  out 
teams  of  inspectors  as  frequently  as  necessary  to 
verify  the  execution  of  the  measures  ordered  by  the 
Military  Governors. 

THE  BYRNES  TREATY  PROPOSAL 

The  development  of  long-time  disarmament  for 
Germany  must  be  mentioned  in  connection  with 
any  discussion  of  security.  In  April  1946  then  Sec¬ 
retary  of  State  James  F.  Byrnes  proposed  to  the 
Paris  session  of  the  Council  of  Foreign  Ministers 
that  Britain,  France,  the  U.S.S.R.,  and  the  United 
States  undertake  a  treaty  for  an  initial  period  of 
twenty-five  years  to  prevent  any  revival  of  German 
military  organizations,  or  the  manufacture  of  any 
kind  of  arms,  munitions,  or  instruments  of  war; 
establish  a  system  of  quadrapartite  inspection 
which  would  report  regularly  to  the  Security  Coun¬ 
cil  of  the  United  Nations  and  to  the  four  partici¬ 
pating  powers.’”  This  draft  received  a  considerable 
measure  of  approval  from  the  British  and  French 
delegations.  It  is  now  proposed  to  adapt  such  of 
the  principles  of  this  proposal  as  are  appropriate 
to  the  security  situation  in  Western  Germany,  par- 

48.  AV«’  Yor^  Herald  Tribune,  December  30,  1948;  Report 
of  the  Military  Governor,  op.  cit.,  November  1948,  pp.  1*2; 
New  Yor^  Times,  January  18,  1949. 

49.  Text  of  Directive,  Part  I,  Sec.  2;  Part  II,  Sec.  9;  Part  III. 
New  Yor^  Times,  January  18,  1949. 

50.  Byrnes,  Speal^ing  Franl^ly,  op.  cit.,  p.  I72ff. 


ticularly  in  connection  with  the  development  of 
the  work  of  the  Military  Security  Board  and  the  I 
International  Ruhr  Authority.  I 

pandora’s  box  of  the  RUHR 

On  no  part  of  Western  Europe  have  the  desires 
and  fears  of  other  nations  been  more  firmly  fixed 
than  on  the  Ruhr.’*  The  U.S.S.R.,  since  the  end 
of  the  war,  has  demanded  a  voice  in  allocation  of 
the  Ruhr’s  wealth,  but  without  success.  France,  be- 
Cjiuse  of  its  economic  as  well  as  its  security  inter¬ 
ests,  has  emphasized  the  development  of  the  Ruhr 
under  international  control.  Before  1947,  the 
French  had  advocated  the  complete  political  and 
economic  separation  of  the  Ruhr  and  Rhineland 
from  Germany,  but  on  the  eve  of  the  Moscow 
Conference  of  Foreign  Ministers  in  April  of  that 
year  announced  that  France  was  willing  to  allow 
the  Ruhr  to  remain  German  provided  industrial 
ownership  was  vested  in  the  powers  which  had  ac¬ 
tively  waged  war  against  Germany.  The  idea  that 
all  European  industrial  areas  might  be  internation¬ 
alized  was  proposed  but  got  nowhere  at  the  Mos¬ 
cow  conference,  when  the  Soviet  government  in¬ 
sisted  on  unilateral  control  of  the  Silesian  indus¬ 
trial  areas;  and  at  the  June  1948  London  conference 
the  French  refused  to  consider  an  American  pro-  , 
posal  to  make  the  Ruhr  agreement  an  initial  step 
toward  international  control  of  adjacent  industrial 
resources  in  Lorraine,  Luxembourg  and  Belgium.  I 

Meeting  in  London  from  April  to  June  1948  to  j 
discuss  the  economic  and  political  role  of  Western  I 
Germany,  the  United  States,  France,  Britain,  and  | 
the  Benelux  countries  agreed  to  establish  an  in-  1 
ternational  authority  to  allocate  Ruhr  coal,  coke,  I 
and  steel  between  the  needs  of  Germany  and  of  all  j| 
other  countries  of  Europe,  but  avoided  the  thorny  = 
question  of  ownership.  By  the  terms  of  this  agree-  | 
ment,  the  International  Authority  is  given  power  jj 
to  allocate  the  division  of  Ruhr  coal,  coke,  and  steel 
between  German  consumption  and  export  in  the  | 
interest  of  European  recovery  and  security.  The  | 
three  Western  occupying  powers  and  Germany  are  | 
each  to  have  three  votes  and  the  Benelux  coun-  | 
tries  one  vote  each.  For  the  present,  however,  the  = 
German  vote  is  to  be  determined  by  the  occupa-  I 
tion  authorities  or  their  nominees.’^  After  a  Ger-  | 

51.  Ownership  and  Control  of  the  Ruhr  Industries,  Special  | 

Report  of  the  Military  Governor.  November  1948.  J 

52.  Despite  formal  U.S.S.R.  protest  that  they  were  violating  the  | 
Potsdam  agreement,  the  three  Western  occupying  powers  had  | 
convened  from  February  25-March  6,  1948,  primarily  to  discuss  I 
the  possibilities  for  merging  the  French  zone  with  the  bizonal  | 
area.  See  New  York^  Times,  February  15,  22,  1948.  For  com-  j 
munique  of  March  6,  1948,  see  ibid.,  March  7,  1948  and  Inter-  j 
national  Organization,  June  1948,  p.  390.  Subsequent  to  the  j 
failure  of  the  Allied  Control  Commission  for  Germany  to  meet  ■ 
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man  government  has  been  termed,  a  nonvoting 
German  observer  will  attend  until  the  German 
government  is  able  to  accept  the  obligations  im¬ 
posed  on  it.  Subsequently  the  Germans  will  exer¬ 
cise  the  same  rights  as  other  participating  countries. 

According  to  those  who  believe  Germany  is  of 
paramount  importance  in  European  recovery,  it  is 
a  grave  fault  that  the  Germans  are  not  to  join 
the  Authority  from  its  inception.’^  It  is  contended 
that  no  successful  operation  of  the  industries  will 
be  possible  without  German  co-operation,  which 
will  not  be  forthcoming  if  the  Germans  believe 
they  are  subjected  to  penalties  imposed  by  the  in¬ 
terests  of  any  Allied  power.  By  contrast  those  who 
hold,  with  France,  that  the  Germans  as  such 
should  not  be  represented  in  an  international  body, 
find  this  provision  for  German  representation 
most  perturbing. 

LAW  NO.  75 

Details  of  organization  were  left  to  be  worked 
out  in  conferences  to  begin  Armistice  Day,  1948. 
On  the  eve  of  this  meeting,  the  Military  Governors 
of  the  bizonal  area,  with  unfortunate  but  acci¬ 
dental  timing,  announced  a  new  law,’'^  Military 
Government  Control  Law  No.  75,  the  most  im¬ 
portant  provision  of  which  is  the  immediate  liqui¬ 
dation  of  all  German  iron  and  steel  combines  and 
their  regrouping  into  smaller  units  under  a  Ger¬ 
man  Trustee  Association,  which  is  to  frame  a 
temporary  reorganization  plan  under  control  of 
the  Military  Governors.  Twelve  German  trustees 
are  to  be  chosen  by  the  Military  Governors  after 
consideration  of  nominations  by  various  German 
bodies  representing  industries  and  trade  unions. 
.\nother  important  statement — that  a  representa¬ 
tive  freely  elected  German  government  should  ul¬ 
timately  decide  the  future  ownership  of  the  bizonal 
coal,  iron  and  steel  industries — caused  far-reaching 
repercussions,  particularly  in  France,  which  had 
not  been  consulted  in  the  drafting  of  the  plan  on 
the  ground  that  the  problems  involve  management 
alone,  and  as  such  are  within  the  province  of  the 
bizonal  Military  Governors.^’ 

Following  the  publication  of  the  law,  a  British- 
United  States  Steel  Control  group  was  set  up  un- 

atter  March  20,  1949,  a  second  session  including  the  Benelux 
countries  was  convened  in  London,  April  20,  1948.  Ihid., 
Annex,  pp.  ^96-97.  The  provisions  were  reaffirmed  in  the  draft 
agreement  of  December  28,  1948.  Ihid.,  Articles  9(A);  4(B). 

Si.  “The  Ruhr  in  Custody,"  The  Economist,  January  i,  1949. 

54-  .Military  (Jovernment  Control  Law  75  for  the  United  States 
and  a  similar  law  for  the  British  areas  of  control  were  released 
to  the  press,  .November  10,  1948.  For  text  see,  “Reorganization 
of  Cierman  Coal  and  Steel  Industry,”  Department  of  State 
Bulletin,  December  5,  1948. 

55-  A>«'  Yor/(  Times,  November  21,  1948. 


der  joint  United  States  and  British  chairmen  with 
headquarters  at  Diisseldorf,  and  a  somewhat 
changed  plan  was  adopted  for  the  joint  British- 
American  coal  control  group.  Both  groups  are  to 
aid  rehabilitation  and  production  in  the  two  in¬ 
dustries,  to  supervise  the  German  administrations 
and  to  act  for  the  Military  Government  in  both 
industrial  reorganization  and  supervision,  includ¬ 
ing  a  right  to  veto  any  decisions  contravening  Mil¬ 
itary  Government  policy.’^  In  response  to  French 
protests,  former  Secretary  of  State  Marshall  issued 
a  statement”  on  November  24,  emphasizing  the 
basic  purpose  of  the  trustee  plan  as  the  reorganiza¬ 
tion  of  Ruhr  industry  under  a  pattern  permitting 
responsible  management.’®  According  to  the  United 
States,  adequate  security  will  be  found  in  the 
establishment  of  the  security  commission  originally 
proposed  in  the  London  Agreement  of  June  1948 
until  final  security  measures  are  determined  by  a 
peace  treaty. 

Although  the  French  have  gained  both  by  the 
renewed  emphasis  on  security  in  the  agreement 
and  by  acquiring  the  right  of  participation  in  the 
coal  and  steel  control  groups  even  before  real 
fusion  occurs  between  the  French  zone  and  the 
bizonal  area,  control  over  the  whole  Ruhr  still  re¬ 
mains  in  British  and  American  hands.  While 
the  decisions  of  the  Authority  are  binding,  the 
United  States  in  effect  could  exercise  a  veto  on 
recommendations  which  would  involve  an  added 
financial  burden  for  the  United  States  in  support 
of  the  German  economy.  The  allocation  function 
is  also  restricted  by  the  fact  that  the  findings  of 
the  Authority  must  be  in  conformity  with  pro¬ 
grams  of  the  OEEC. 

THE  INTERNATIONAL  RUHR  AUTHORITY 

Again  meeting  in  London,  the  six  London  na¬ 
tions,  after  considerable  altercation,  announced  on 
December  28,  1948  a  draft  agreement  on  the  estab¬ 
lishment  of  the  International  Ruhr  Authority. 
This  agreement,  although  perhaps  deliberately 
vague,  and  again  avoiding  the  question  of  future 
ownership  and  control,  provides  that  the  Author¬ 
ity  is  to  divide  coal,  coke,  and  steel  from  the  Ruhr 
between  German  consumption  and  export.  The 
division  “shall  insure  adequate  access  to  supplies 
of  these  products  by  countries  cooperating  in  the 
common  economic  good,  taking  into  account  the 

56.  Report  of  the  Military  Governor,  op.  cit.,  November  1948, 
p.  51. 

57.  'New  York,  Times,  December  3,  1948. 

58.  “U.S.,  France,  and  the  U.K.  Discuss  Controls  for  Inspect¬ 
ing  German  Industry  in  the  Ruhr,”  Statement  by  Secretary  of 
State  George  C.  Marshall,  Department  of  State  Bulletin,  Decem¬ 
ber  5,  1948.  Sec  also  New  Yor/(  Times,  November  25,  1948. 
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essential  needs  of  Germany.”  During  the  control 
period,  the  Military  Governors  keep  their  supreme 
powers  because  the  Authority’s  decisions  are  sub¬ 
ordinate  to  existing  arrangements  for  financial  aid 
to  Germany.  Moreover,  allocations  made  by  the 
Authority  must  be  consistent  with  any  OEEC  de¬ 
cisions.  At  the  end  of  the  control  period,  the  Au¬ 
thority  or  the  Military  Security  Board  for  Ger¬ 
many  or  some  other  international  body  will  take 
over  certain  essential  powers  from  the  present  con¬ 
trol  boards.’^ 

Judging  from  the  text  of  the  agreement,  the 
Authority  does  not  appear  to  have  large  powers. 
As  in  other  cases,  the  real  extent  of  those  powers 
will  be  determined  in  the  future  by  actual  admin¬ 
istration.  The  agreement,  by  failing  to  include 
provisions  covering  the  question  of  eventual  own¬ 
ership,  leaves  in  effect  the  provisions  of  Law  No.  75. 
Despite  this  and  a  few  lesser  grievances,  France 
approved  the  draft,  apparently  feeling  that  it  had 
achieved  as  many  compromises  on  the  part  of 
Britain  and  the  United  States  as  were  possible. 
Many  Germans  of  all  political  parties,  on  the  other 
hand,  assailed  the  agreement,^  but  have  since  be¬ 
come  more  reconciled,  as  they  hope  for  ultimate 
extension  of  the  principles  of  international  control 
to  non-German  areas. 

REPARATIONS  AND  DISMANTLING 

The  exaction  of  reparations  from  the  Germans 
has  been  motivated  by  two  main  objectives:  the 
desire  to  compensate  Allied  nations  for  war  de¬ 
struction;  and  the  reduction  of  German  war  po¬ 
tential.  In  no  area  of  postwar  relations  has  there 
been  more  vigorous  disagreement  between  the 
former  Allied  powers,  particularly  as  European 
countries  participating  in  ERP  fear  that  under  the 
investment  policy  imposed  by  the  United  States 
under  EGA,  they  will  not  get  back  machines  de¬ 
stroyed  or  looted  by  the  Germans  if  dismantling 
is  reduced.  Moreover,  difficulties  have  developed  in 
disassembling  and  transportation,  and  German  re¬ 
sistance  to  further  industrial  loss,  already  high,  has 
been  growing  more  intense. 

On  dismantling,  as  on  other  problems,  the  ques¬ 
tion  recurs  whether  the  economic  need  for  pro¬ 
duction  in  Germany  as  an  aid  to  European  recov¬ 
ery  is  more  important  than  demands  for  a  reduc¬ 
tion  of  potential  German  power.  Will  a  factory 
best  serve  the  European  economy  if  it  is  being 

59.  Text  of  draft  agreement  and  communique,  Department  of 
State  Bulletin,  January  9,  1949;  Articles  14,  A;  22;  12(A); 
18;  19. 

60.  .\V«'  VV;r/(  Times,  December  29,  1948,  January  9,  1949; 
Sew  Yorl(  lltrald  Tribune,  December  30,  1948;  Foreign  Policy 
Bulletin,  January  7,  1949 


operated  in  Germany  or  is  dismantled,  shipped 
abroad,  and  fitted  together  again?  A  heavy  plant  | 
takes  eighteen  months  to  two  years  to  dismantle  j 
and  another  period  of  about  the  same  length  to 
assemble  again,  if  this  is  ever  done.*^^  The  August- 
Thyssen  Works,  for  instance,  is  one  of  the  biggest 
steel  plants  in  Europe,  with  2  million  tons  annual 
peacetime  production.  The  present  technical  pro¬ 
ductive  value  of  the  plant  is  370  million  new  Ger¬ 
man  marks,  officially  valued  at  30  American  cents 
each.  The  reparation  value  of  the  plant  after  dis¬ 
mantling  is  put  at  40  million  marks,  plus  a  dis¬ 
mantling  cost  of  65  million  marks,  and  some  300 
million  marks  more  for  transporting  and  rebuild¬ 
ing  the  plant  elsewhere.^^  The  most  important 
reparations  deliveries  have  come  from  dismantling 
single  machines.  This  has  probably  been  of  more 
use  to  the  receiving  countries  than  the  few  large- 
scale  dismantlings  of  heavy  equipment,  but  has  had 
disproportionate  effects  in  dislocating  German  in¬ 
dustry,  as  such  removals  have  taken  away  special- 
purpose  machines  which  are  hard  to  obtain.^’  Nor 
are  political  pressures  absent.  There  is  evidence  in 
some  cases  that  a  desire  for  elimination  of  future 
German  competition  is  of  equal  importance  with 
security  reasons  in  determining  decisions  about 
dismantling.^'*  Moreover,  it  is  known  that  certain 
industries  with  war  potential  have  been  spared  in 
Germany  when  their  financial  control  had  passed 
to  foreign  interests.^' 

ECA  AND  DISMANTLING 

By  the  time  ECA  aid  began  to  flow  into  Western 
Germany,  the  concept  of  taking  out  industrial 
potential  with  one  hand  and  beginning  to  replace 
it  with  the  other  had  begun  to  seem  nothing  short 
of  ludicrous  to  many  Americans,  particularly  offi¬ 
cials  concerned  with  ECA.  It  might  well  turn  out, 
under  these  circumstances,  that  Germany  would 
end  by  having  modern  equipment,  while  its  neigh¬ 
bors  would  be  attempting  to  make  use  of  obso¬ 
lescent  German  material.  For  example,  in  June 
1947  almost  half  the  equipment  of  the  Kugel- 
Fischer  ball-bearing  factory  in  Schweinfurt,  Ba¬ 
varia,  was  allocated  for  reparations,  much  of  which 

61.  “No  Future  for  Dismantling,”  The  Economist,  October  9, 
1948. 

62.  New  Yorh  Times,  January  29,  1949. 

63.  “Who  Supplies  the  Machines?”  op.  cit.,  December  n,  I 
1948. 

64.  “German  Expert  Competition,”  The  Economist,  Janu¬ 
ary  29,  1949;  New  Yorl{  Times,  January  30,  1949.  It  should  be 
noted  that  members  of  the  International  Ruhr  Authority  are 
pledged  (Article  26)  not  to  use  its  powers  to  protect  their  com¬ 
mercial  or  competitive  interests. 

65.  See  Laure  Metzger,  “Dismantling  Continues,”  .1merii0» 

Perspective,  November  1948,  p.  322.  | 
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went  to  Czechoslovakia.  It  is  reported  that  while 
the  German  Economic  Council  is  petitioning  ECA 
for  permission  to  obtain  a  much-needed  ball-bear¬ 
ing  industry  in  Germany,  the  Bavarian  Ministry 
of  Economics  has  succeeded  in  ordering  the  ma¬ 
chinery  for  re-equipping  the  Kugel-Fischer  plant. 

ECA  authorized  its  administrator  to  make  agree¬ 
ments^^  with  the  European  countries  concerned 
for  the  retention  in  Germany  of  the  capital  equip¬ 
ment  scheduled  for  reparations  if  he  believes  such 
action  would  most  effectively  serve  ERP  purposes. 
After  a  preliminary  survey  by  an  American  cabinet 
subcommittee  in  the  spring  of  1948,  a  committee 
of  industrialists  under  George  Humphrey,  a  Cleve¬ 
land  industrialist,  reviewed  the  reparations  situa¬ 
tion  in  the  light  of  its  potential  contribution  to 
European  recovery^^  and  drew  up  a  list  of  indi¬ 
vidual  plants  which  might  be  retained  in  Germany. 

Although  the  British  were  reported  to  have  in¬ 
creased  their  dismantling  activities  in  the  fall  of 
1948,^®  they,  together  with  the  French,  somewhat 
reluctantly  agreed  “in  principle”  to  the  retention 
of  about  1 17  of  the  167  plants  devoted  originally  to 
the  production  of  steel,  chemicals  and  nonferrous 
metals  which  the  Humphrey  committee  recom¬ 
mended.  Both  the  British  and  French  have  taken 
the  position  that  they  cannot  concede  more  than 
1 17  plants  without  entering  a  discussion  of  political 
and  strategic  questions  which  they  are  not  pre¬ 
pared  to  do.  The  British  and  French  take  some¬ 
what  different  positions,  for  the  former  say  that 
removal  to  England  might  lessen  the  chance  of 
the  German  chemical  industry  falling  into  Soviet 
hands,  while  the  latter  are  openly  anxious  to  pre¬ 
vent  a  revival  of  German  steel  production  to  com¬ 
pete  with  French  production.  German  resentment 
at  dismantling  rose  rapidly  as  discussions  pro¬ 
ceeded.  Because  of  work  stoppages  at  certain  dis¬ 
mantling  projects,  the  non-co-operating  Germans 
were  tried  in  Military  Courts  for  refusal  to  work.^’ 

DISMANTLING  FOR  COMPETITIVE  REASONS 

Perhaps  the  most  flagrant  evidence  of  dismantling 
for  competitive  reasons  occurred  in  the  section  of 
Wiirttemberg  in  the  French  zone  where  the  vil¬ 
lages  for  many  generations  have  carried  on  small- 
scale  manufacture  of  watches,  clocks,  and  surgical 
instruments.  Although  this  industry  might  play  a 
part  in  a  rearmament  program  through  the  manu¬ 
facture  of  aviation  instruments,  clock-work  fuses, 

66.  Article  113. 

67.  Xew  Yor/(  Times,  September  9,  October  14,  16,  20,  21, 
24i  27.  28,  December  5,  6,  7,  1948. 

68.  “No  Future  for  Dismantling,”  op.  cit. 

69.  New  Vor^  Times,  December  6,  1948,  Januar>'  23  and 

29.  1949- 


and  time  bombs,  it  is  clear  that  peacetime  compe¬ 
tition,  not  fear  of  German  rearmament,  caused  the 
liquidation  in  the  summer  of  1948. 

As  each  occupying  authority  is  entitled  to  allo¬ 
cate  the  proportion  of  plant  to  be  dismantled  in 
the  various  branches  of  any  dangerous  industry, 
the  French  authorities  are  reducing  productive 
capacity  in  the  clock  industry  to  a  theoretical  50, 
but  actual  35,  per  cent  of  the  1936  level.’®  When 
Richard  H.  S.  Crossman,  independent  British 
Labor  M.P.,  visited  Germany  in  the  summer 
of  1948,  he  found  hundreds  of  copies  of  the  Annual 
Report  of  the  British  Clock  and  Watch  Manufac¬ 
turers  Association  circulating  in  the  clock-making 
villages.  The  report  indicated  that  an  English 
clock-making  firm  had  “boasted  that  his  personal 
intervention  had  reduced  the  permitted  level  of 
the  German  clock  industry  from  the  72  per  cent 
agreed  by  the  Allied  Control  Commission  to  50 
per  cent  and  that  the  Association  had  found  it 
‘pleasing’  to  record  this  achievement  of  a  breath¬ 
ing-space  for  the  newly-founded  British  clock  in¬ 
dustry.”  Mr.  Crossman  brought  out  the  fact  that 
the  larger  plants  were  being  half  dismantled  but 
the  small  concerns  ruined  as  a  result  of  collusion 
between  the  larger  German  and  French  firms.’* 

One  of  the  thorniest  problems  in  dismantling 
is  presented  by  the  interest  of  foreign  shareholders. 
It  is  reported  that  nine  I.  G.  Farben  plants  at 
Rheinfelden  in  the  French  zone  were  left  intact 
as  they  had  been  taken  over  by  a  corporation  with 
70  per  cent  French  capital.”  In  the  bizonal  area, 
German  authorities  have  the  privilege  of  trans¬ 
ferring  property  from  one  essential  plant  to  an¬ 
other  which  has  been  dismantled.  The  British  have 
objected  to  transfer  of  property  in  which  foreign 
interests  have  a  share.’'  It  is  hard  to  take  seriously 
fears  of  German  resurgence  when  these  fears  easily 
yield  to  Allied  economic  interests. 

THE  ISSUE  OF  SOCIALIZATION 

In  no  field  except  dismantling  has  there  been 
greater  divergence  between  British  and  American 
political  thinking  than  with  respect  to  socializa¬ 
tion  of  industry  and  land  reform,  although  finan¬ 
cial  dominance  by  the  Americans  and  larger  pro¬ 
portionate  investment  of  capital  in  German  in¬ 
dustry  by  the  British  have  helped  keep  the  idea 
quiescent.  Many  people,  especially  French,  have 
been  deterred  from  acceptance  of  the  idea  of  Ger- 

70.  R.  H.  S.  Crossman,  “Dism.antling — or  Loot?”  The  New 
Statesman  and  Nation,  August  28,  1948,  p.  168. 

71.  Ibid.  Sec  also  Metzger,  “Dismantling  Continues,”  op.  cit. 

72.  Rhein-Nec^ar  Zeitiing,  quoted  Metzger,  ibid.,  p.  324. 

73.  New  Yorl(  Times.  October  27,  1948. 
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man  socialization  by  fears  of  ownership  by  a  future 
German  government  of  unknown  political  com¬ 
plexion. 

The  time  is  not  yet  here  when  the  accomplish¬ 
ment  of  socialization  in  German  industry  or  agri¬ 
culture  is  desired  by  the  occupying  powers  in 
Western  Germany.  Although  the  British  Labor 
government  several  times  has  expressed  its  inten¬ 
tion  of  turning  over  basic  German  industries  in  its 
zone  to  public  control, nothing  had  actually  been 
done  about  the  possibility  even  before  formation 
of  the  bizonal  area.  Since  then,  the  Americans 
have  come  to  oppose  the  idea  so  strongly  that  the 
only  solution  for  the  (Kcupying  powers  has  been 
to  turn  the  matter  over  to  the  Germans  to  solve 
upon  establishment  of  the  West  German  govern¬ 
ment,  but  not  before.  In  the  announcement  of 
Law  No.  75,^’  the  bizonal  Military  Governors  said 
the  question  of  socialization  is  “one  properly  with¬ 
in  the  competence  of  a  freely  elected  representative 
German  government,  so  the  Bipartite  Board  would 
not  take  any  action  in  regard  to  the  coal,  iron  and 
steel  industries  in  the  combined  area  which  would 
preiudice  a  decision  by  the  future  German  gov¬ 
ernment  as  to  the  pattern  of  ownership  for  those 
industries.”^^  It  is  of  note  that  the  delegates  in  a 
conference  representing  over  half  a  million  miners 
expressed  their  belief  that  Military  Government 
Law  No.  75  would  retard  socialization  and  demo¬ 
cratization  of  the  mines.’^ 

German  thinking  about  economic  issues  is  col¬ 
ored  by  such  various  factors  as  German  history, 
the  Soviet  form  of  socialism  to  the  east,  and  the 
British  form  of  socialism  to  the  west.  Under  the 
Weimar  Republic,  railroads  and  other  public  util¬ 
ities  were  government-owned,  and  many  other  in¬ 
dustries  had  government  interests.  The  provinces 
and  the  iJinder  owned  such  means  of  production 
as  coal  mines,  smelting  and  electric  {X)wer  plants. 
In  Nazi  history,  the  alliance  between  government 
and  industry  was  complete.  Today  all  the  West 
German  political  parties  except  the  Liberal  Demo¬ 
crats  (LDP)  and  the  trade  unions  support  the 
idea  of  public  control  and  differ  only  as  to  its  de¬ 
sirable  degree  of  attainment  and  the  manner  of  its 
execution.  Industrialists  range  all  the  way  from 
free  enterprise  advocates  to  believers  in  govern¬ 
ment-industrial  alliance.  The  Christian  Democratic 
Union  (CDU)  as  a  whole  opposes  socialization 

74.  Foreign  Minister  Ernest  Bevin,  House  of  Commons,  Octo¬ 
ber  28,  1948  and  December  9,  1948. 

75.  Sec  above,  p.  243. 

76.  “Outline  of  Decisions."  Department  of  State  Bulletin,  De¬ 
cember  5,  1948,  p.  708. 

77.  Report  of  the  Military  Governor,  op.  cit.,  November  1948, 
P-  33- 


now,  although  in  industrial  North  Rhine-West-  ! 
phalia  it  still  upholds  the  idea.  The  Social  Demo-  I 
cratic  party  (SPD)  for  the  most  part  is  dominated  j 
by  a  concept  of  socialism  which  favors  decentral¬ 
ization  of  ownership  and  its  division  among  a 
variety  of  public  and  semipublic  bodies. 

The  Soviet  zone  socialization  program  already 
in  effect  in  Eastern  Germany  has  had  important 
repercussions  in  the  West.  In  the  Soviet  zone,  a 
fairly  complete  change  has  occurred  in  the  owner¬ 
ship  and  control  of  industry,  agricultural  and  for¬ 
est  land,  as  well  as  in  finances.  The  zone  is  di¬ 
vided  into  four  sectors  for  economic  purposes, 
consisting  of  the  Soviet  Corporation,  the  national¬ 
ized  sector,  the  co-operative  sector,  and  the  private 
sector.  The  Soviet  Corporation  controlling  about 
35  per  cent  of  zonal  production,  works  for  the 
U.S.S.R.  and  is  run  entirely  by  Soviet  managers; 
the  nationalized  sector,  divided  into  three  parts— 
the  municipal,  the  Land,  and  the  zonal — operates 
various  types  of  nationalized  industries;  the  co¬ 
operative  sector  handles  handicraft  production  and 
in  1947  controlled  28  per  cent  of  handicraft  pro¬ 
duction;  the  private  sector  has  charge  of  small 
retail,  small  wholesale  and  small  handicraft  op¬ 
erations  although  the  small  w'holesale  group  is  in 
process  of  liquidation.  While  the  number  of  con¬ 
cerns  under  direct  operation  of  the  Soviet  Cor¬ 
poration  is  not  great,  it  includes  much  of  the 
capital  goods  industry.’®  Some  74  of  the  concerns 
originally  taken  by  the  Soviet  Corporation  have 
been  returned  to  the  iMnd  governments  for  opera¬ 
tion  under  the  nationalized  sector. 

Land  reform  in  the  Soviet  zone  has  been  carried 
out  more  rapidly  and  drastically  than  the  nation-  . 
alization  of  industry  and  has  pointed  up  the  rela-  I 
tively  moderate  development  of  the  land  reform 
program  in  other  zones  of  occupation.  As  early  as 
September  1945,  Soviet  Military  Administra¬ 
tion  had  begun  to  divide  and  redistribute  the  large 
estates,  to  be  paid  for  in  installments.  By  April 
1948  almost  a  third  of  the  agricultural  and  forest  | 

land  in  the  zone  had  been  placed  in  a  land  fund  . 

for  distribution  and  half  the  arable  land  has  now 
been  divided  into  small  farms.  The  distribution 
has  a  strong  political  tinge,  for  the  political  point 
of  view  of  the  applicant  for  land,  rather  than  his 
agricultural  competence,’^  apparently  determines 
his  eligibility.  Moreover,  only  the  new  owmers  who 
fulfill  their  quotas  of  foodstuffs  and  other  supplies 

78.  Kew  yor\  Times,  January  27,  1949,  quoting  Gimmunist 
leader  Walter  Ulbricht,  states  that  45  per  cent  of  the  Soviet 
zone’s  industrial  capacity  is  state  owned  in  one  form  or  another. 

79.  Lewis,  np.  lit.,  p.  48. 
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1  demanded  by  Soviet  military  authorities  are  ex- 
I  cmpted  from  taxes, 

■  CONCLUSIONS 

■  Allied  economic  policy  concerning  Germany  has 
come  to  be  a  crazy  quilt  in  which  the  various  pieces 

I  do  not  fit  or  match.  The  basic  difference  between 
*  the  Eastern  and  Western  Allied  powers  has  be¬ 
come  so  great  that  two  different  economies  have 
been  developed,  scarcely  capable  of  reconciliation 
with  each  other  in  either  industry  or  agriculture. 
Even  in  the  construction  of  the  economy  and  gov¬ 
ernment  of  the  Western  zones  there  are  marked 
differences  between  Britain  and  the  United  States 
on  one  side,  and  France  on  the  other. 

The  four  wartime  Allies  agree  in  theory  that 
j  Germany  must  once  more  become  able  to  stand 
j  on  its  own  feet,  prosperous  and  free,  but  not  dan- 
j  gerous.  They  disagree  with  each  other  and  among 
themselves  as  to  how  the  former  may  be  accom¬ 
plished  while  forbidding  the  latter.  There  is  need 
for  clarification  of  Allied  aims — certainly  of  the 
three  powers  of  the  West  if  it  should  not  prove 
possible  to  attain  in  conjunction  with  the  U.S.S.R. 
Perhaps  the  forthcoming  London  conference  on 
the  Occupation  Statute  will  achieve  such  clarifica¬ 
tion,  but  another  series  of  compromises  is  to  be 
j  feared. 

I  French  anxiety  about  a  resurgent  Germany  is 
!  real  and  cannot  be  dismissed.  Perhaps  the  United 
States  had  proceeded  too  rapidly  in  its  desire,  un¬ 
derstandable  from  its  point  of  view,  for  German 
rehabilitation.  France’s  attitude,  however,  may  be 
causing  what  may  ultimately  prove  a  greater  dan¬ 
ger — the  rebirth  of  an  embittered  Germany  in  its 
I  turn  determined  on  revenge.  And  so  the  vicious 
circle  would  continue  indefinitely. 

In  spite  of  disagreements  between  the  Allied 
powers,  a  considerable  measure  of  German  eco¬ 
nomic  revival  had  taken  place  during  the  last 
two  years  in  the  heavily  industrialized  bizonal 
I  area  of  Germany  and  to  a  far  less  extent  in  the 

'  French  zone,  while  there  is  reason  to  believe  eco- 

I  nomic  conditions  are  deteriorating  in  the  Soviet 

1 

i 


zone.  In  the  bizonal  area,  industrial  production 
has  forged  rapidly  ahead  within  the  limits  allowed 
by  the  level  of  industry  agreement;  the  currency 
has  been  reformed;  the  food  situation  has  im¬ 
proved;  and  morale  has  been  raised,  although  not 
without  serious  difficulties,  for  many  people  with 
small  savings  or  pensions  or  close  to  the  economic 
margin  have  become  impoverished  while  prices 
have  soared.  The  Germans  have  been  given  in¬ 
creasing  responsibility  for  the  control  of  their  own 
economic  problems  through  the  establishment  of 
such  governmental  mechanisms  as  the  Bizonal  Eco¬ 
nomic  Council  and  such  industrial  developments 
as  the  Ruhr  management  under  Military  Govern¬ 
ment  Control  Law  No.  75. 

Renewed  difficulties  have  arisen,  however,  as  a 
result  of  the  very  revival  for  which  the  United 
States  has  worked  under  ERP  and  which  Britain 
has  vigorously  aided  and  France  has  grudgingly 
accepted.  French  fears  of  a  revival  of  German 
aggression  have  once  more  come  strongly  to  the 
fore,  and  have  exercised  a  decisive  influence  on 
many  Western  policy  decisions. 

Security  safeguards  are  greater  than  ever  before. 
The  Military  Security  Board  has  been  set  up  to 
exercise  certain  military  and  industrial  controls. 
The  International  Ruhr  Authority  has  been  cre¬ 
ated,  although  its  establishment  does  not  satisfy 
the  French  and  has  aroused  opposition  on  the 
part  of  the  Germans  who  find  the  agreement  ac¬ 
ceptable  to  them  only  if  international  control  of 
heavy  industry  is  also  imposed  on  other  industrial 
areas  of  Europe.  The  proposed  North  Atlantic  de¬ 
fense  pact,  backed  by 'military  force,  would  per¬ 
haps  be  the  most  important  security  arrangement 
contemplated  thus  far. 

Statesmanship,  however,  cannot  be  based  on  fear 
alone.®°  The  solution  lies  not  in  continuing  at¬ 
tempts  in  one  form  or  another  to  cripple  Germany, 
which  inevitably  means  the  crippling  of  all  Eu¬ 
rope,  but  in  a  Europe  strong  and  united  and  thus 
able  to  keep  the  Germans  or  other  potentially  ag¬ 
gressive  nations  in  check. 

8n.  The  Economist,  January  15,  1949. 


{The  political  probletns  of  Germany,  with  special 
reference  to  that  country’s  peaceful  co-operation 
with  the  rest  of  Europe  will  be  analyzed  in  a 
FOREIGN  POLICY  REPORT  to  be  published  on  April  /.) 
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Present  Population  of  Germany 

By  Jane  Perry  Clark  Carey  and  Margaret  Hike 


In  spite  of  the  loss  of  its  Eastern  territories  and 
of  over  4  million  soldier  and  civilian  dead,  the 
postwar  German  population  numbers  over  6  mil¬ 
lion  more  people  than  in  1939.^  Of  the  total  of 
nearly  66  millions,  the  largest  numbers  are  in  the 
British,  United  States,  and  the  much  larger  Soviet 
zones,  which  have  also  had  the  greatest  propor¬ 
tionate  increase.  The  French  zone,  on  the  other 
hand,  has  lost  nearly  300,000.  The  population  of 
the  British  and  United  States  zones  is  still  growing.^ 

The  increased  and  increasing  population  of  the 
British  and  United  States  zones  has  come  about 
through  the  arrival  there  of  people  who  were  ex¬ 
pelled  or  fled  from  countries  of  Eastern  Europe 
and  former  East  German  territories  at  the  end  of 
the  war  or  since,  illegal  border  crossers,  and  dis¬ 
charged  prisoners  of  war  gradually  trickling  back 
into  the  country.  Today  in  Germany  the  stagger¬ 
ing  number  of  about  13.5  million  people  are  up¬ 
rooted  and  cannot  or  dare  not  return  to  their 
homes.^  Thirteen  and  a  half  million  uprooted  people 
in  a  country  of  almost  66  millions  have  changed  the 
foundations  of  German  economic  and  cultural  life 
and  hold  in  their  hands  the  possibility  of  moulding 
the  future  political  and  economic  life  of  Europe. 

WHO  ARE  EXPELLEES.? 

The  largest  number  of  these  uprooted  Germans 
were  expelled  under  the  Potsdam  Agreement^ 
which  authorized  the  transfer  into  Germany  of 
the  German  populations  from  Poland,  Czechoslo¬ 
vakia,  and  Hungary,  as  long  as  those  transfers 
were  “effected  in  an  orderly  and  humane  manner.” 
There  are  perhaps  11.5  million  of  these  people 
who  were  expelled  or  who  fled  in  fear  of  their 
lives  from  the  countries  authorized  by  the  agree¬ 
ment  and  also  from  other  nations  of  Eastern  and 
Southeastern  Europe.  In  addition,  there  are  per¬ 
haps  2  million  wartime  evacuees  who  were  sent 
to  other  places  in  Germany  as  wartime  bombing 
and  fighting  necessitated  but  who  have  not  been 
able  to  return  home.  Shortages  of  supplies  and  of 
manpower  have  as  yet  prevented  the  rebuilding 
of  their  homes. 

1.  A  census  was  taken  at  the  instance  of  the  .Allied  Control 
Council  on  October  29,  1946.  See  the  following  reports  of  the 
Office  of  the  Military  (Jovernor  (U.S.):  “The  Population  of  Ger¬ 
many,”  March  15,  1947;  “Population  of  the  U.S.  Zone  of  Ger¬ 
many,”  Parts  1  and  II,  November  1947;  “Population  Changes, 
1947,  U.S.  Zone  of  Germany,”  May  1948. 

2.  By  the  end  of  1947,  the  population  of  the  latter  had  in¬ 
creased  about  2  per  cent  over  the  preceding  year.  During  the 
winter  and  spring  of  1948,  several  hundred  persons  weekly 
were  known  to  have  entered  Bavaria  alone,  but  by  summer 
about  1,500  to  2,000  were  entering  each  week. 

See  Jane  Perry  Clark  Carey,  “The  Role  of  Uprooted  People 
in  European  Recovery”  (Washington,  National  Planning  Asso¬ 
ciation,  1948),  p.  9ff. 

4.  See  New  York.  Times,  March  25,  1947. 


The  rapid  entry  of  people  expelled  from  the  East 
and  of  refugees  fleeing  from  the  same  area  caused 
great  congestion  in  already  overcrowded  housing 
and  brought  increased  food  problems  to  the  al¬ 
ready  underfed  population.  By  the  latter  part  of 
1946  the  Western  German  situation  had  become 
so  serious  that  the  United  States  and  British  Mili¬ 
tary  Governments  decided  to  stop  all  entries  of 
organized  expulsions  and  to  forbid  entry  of  all  but 
a  few  authorized  people  coming  to  rejoin  families 
from  whom  they  had  been  separated.’  Such  regu¬ 
lations,  however,  have  proved  hard  to  enforce. 
Many  people  are  slipping  across  the  Eastern  bor¬ 
ders  of  the  British  and  American  zones  and  are 
living  there  illegally.  During  1947,  as  many  as 
272,000  Germans  from  the  Soviet  zone  entered  the 
Western  zones  in  spite  of  border  restrictions. 

ALTERED  POPULATION  FACTORS 

Other  factors  have  helped  distort  the  picture.  At 
present,  nearly  a  fourth  of  the  population  is  made 
up  of  children.  As  a  result  of  the  large  number  of 
births  during  Hitler  and  the  war  years,  the  popu¬ 
lation  will  probably  have  a  higher  percentage  of 
children  during  the  years  1961-71,  but  as  the  popu¬ 
lation  is  becoming  older  and  has  a  higher  propor¬ 
tion  of  women  than  normally,  the  downward  trend 
in  the  number  of  children  will  be  accelerated.* 
In  1946,  9  per  cent  of  the  Germans  were  65  and 
over,  and  twenty-five  years  from  then  persons  of 
that  age  group  will  constitute  13.5  pier  cent  of  the 
whole  population.  Today,  there  are  nearly  7.5  mil¬ 
lion  more  German  women  than  men — 5  women 
to  every  4  men.  The  surplus  of  women  is  great¬ 
est  in  the  marriageable  age  group  of  20-40.  With 
men  dead  or  missing,  and  the  wage  earner  absent 
from  the  family,  more  women  than  before  are 
now  compelled  to  work,  and  there  will  be  fewer 
marriages  and  a  decline  in  births. 

The  religious  composition  of  the  German  popu¬ 
lation  has  been  affected  by  the  newcomers.  In 
Southern  Germany  the  Roman  Catholic  church 
has  increased  markedly  in  size  while  in  the  North 
the  already  strongly  Protestant  population  has 
grown  even  greater  because  of  Protestant  arrivals 
from  east  of  the  Oder-Neisse.  The  newcomers  arc 
so  numerous  they  might  become  important  pawns 
in  the  future  of  German  politics  and  economy  and 
influence  the  political  development  of  all  Europe. 

5.  The  number  allowed  is  50  per  week.  In  the  summer  of 
1948,  500  to  600  Sudeten  Germans  remaining  in  Czechoslo¬ 
vakia  were  illegally  entering  the  U.S.  zone  each  day. 

6.  See  footnote  i,  and  also  Notestein,  et  al,  The  Future  Popu¬ 
lation  of  Europe  and  the  Soviet  Union  (Geneva,  League  of 
Nations,  1944). 


